§3162.2-2

§3162.2-2 What steps may BLM take to
avoid uncompensated drainage of
Federal or Indian mineral re-
sources?

If we determine that a well is drain-
ing Federal or Indian mineral re-
sources, we may take any of the fol-
lowing actions:

(a) If the mineral resources being
drained are in Federal or Indian leases,
we may require the lessee to drill and
produce all wells that are necessary to
protect the lease from drainage, unless
the conditions of this part are met.
BLM will consider applicable Federal,
State, or Tribal rules, regulations, and
spacing orders when determining which
action to take. Alternatively, we may
accept other equivalent protective
measures;

(b) If the mineral resources being
drained are either unleased (including
those which may not be subject to leas-
ing) or in Federal or Indian leases, we
may execute agreements with the own-
ers of interests in the producing well
under which the United States or the
Indian lessor may be compensated for
the drainage (with the consent of the
Federal or (in consultation with the In-
dian mineral owner and BIA) Indian
lessees, if any);

(c) We may offer for lease any quali-
fying unleased mineral resources under
part 3120 of this chapter or enter into a
communitization agreement; or

(d) We may approve a unit or
communitization agreement that pro-
vides for payment of a royalty on pro-
duction attributable to unleased min-
eral resources as provided in §3181.5.

[66 FR 1893, Jan. 10, 2001]

§3162.2-3 When am I responsible for
protecting my Federal or Indian
lease from drainage?

You must protect your Federal or In-
dian lease from drainage if your lease
is being drained of mineral resources
by a well:

(@) Producing for the benefit of an-
other mineral owner;

(b) Producing for the benefit of the
same mineral owner but with a lower
royalty rate; or

(©) Located in a unit or
communitization agreement, which
due to its Federal or Indian mineral
owner’s allocation or participation fac-
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tor, generates less revenue for the
United States or the Indian mineral
owner for the mineral resources pro-
duced from your lease.

[66 FR 1893, Jan. 10, 2001]

§3162.2-4 What protective action may
BLM require the lessee to take to
protect the leases from drainage?

We may require you to:

(@) Drill or modify and produce all
wells that are necessary to protect the
leased mineral resources from drain-
age;

(b) Enter into a unitization or
communitization agreement with the
lease containing the draining well; or

(c) Pay compensatory royalties for
drainage that has occurred or is occur-
ring.

[66 FR 1893, Jan. 10, 2001]

§3162.2-5 Must I take protective ac-
tion when a protective well would
be uneconomic?

You are not required to take any of
the actions listed in §3162.2-4 if you can
prove to BLM that when you first knew
or had constructive notice of drainage
you could not produce a sufficient
quantity of oil or gas from a protective
well on your lease for a reasonable
profit above the cost of drilling, com-
pleting, and operating the protective
well.

[66 FR 1893, Jan. 10, 2001]

§3162.2-6 When will I have construc-
tive notice that drainage may be oc-
curring?

(a) You have constructive notice that
drainage may be occurring when well
completion or first production reports
for the draining well are filed with ei-
ther BLM, State oil and gas commis-
sions, or regulatory agencies and are
publicly available.

(b) If you operate or own any interest
in the draining well or lease, you have
constructive notice that drainage may
be occurring when you complete drill
stem, production, pressure analysis, or
flow tests of the well.

[66 FR 1893, Jan. 10, 2001]
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